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Time for a Close Look at Our Business 


This mortgage man says the time has come to 
re-examine our policies and prepare to chart 
a new course because the peak is behind us. 


MAY of our past troubles in the 
mortgage business have stemmed 
from mistakes in executive policies. 
They have been too inflexible and there 
was too great a tendency on the part 
of managing officers and trustees to 
establish policies and then hold on to 
them over long periods of time, regard- 
less of constant 
and quick changes 
in economic condi- 
tions. 

Some of our in- 
stitutional policy 
makers are over- 
looking some fun- 
damental changes 
which have taken 
place in the busi- 
ness in the past 
decade or more. We used to regard a 
mortgage as just what its name implies 

“a dead pledge,” which, once exe- 
cuted, we could put in our vaults and 
forget about until the due date. 

With the coming of the amortized 
mortgage, this ceased to be true. Our 
mortgage accounts now are live, fluid 
accounts because of the factor of amor- 
tization. This is a good thing, but it 
has worked a minor revolution in the 
conduct of the business in several di- 
rections and it will continue to do so. 


Wallace W. True 


The self-amortizing loan, with its 
constantly decreasing principal balance, 
has created more work for our invest- 


By WALLACE W. TRUE 


ment departments; but it has intro- 
duced an element of safety into our 
mortgage accounts never there pre- 
viously. Experience in institutions, 
which had required amortization before 
the depression of 1930-1937 showed 
that, where amortization had been re- 
ceived for five years or more, the over- 
all foreclosure rate dropped very ma- 
terially from about 16 per cent to about 
5 per cent for a country-wide average. 

However, do not allow amortization 
to become an incubus about your neck. 
There is a point, in almost any mort- 
gage, at which amortization ceases to 
be necessary for at least a period of 
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time. Most lending officers tend to be 
too exacting in their requirements in 
this direction. In so doing, they create 
a very real problem for themselves, par- 
ticularly where the mortgage has been 
written on a constant payment plan 
with all payments credited first to in- 
terest and the balance to amortization 
of principal. 


For example, in the case of the 15- 
year self-amortizing mortgage written 
at 44% per cent, amortization begins at 
3.9 per cent per month, at the fifth 
year it is 4.9 per cent per month and 
at the tenth year it has reached 6.1 per 
cent. If such high amortization is nec- 
essary, for the safety of the principal, 
the loan should not have been written 
in the first instance. At the present 
time, in our Bank, we are finding that 
many of our perfectly good loans are 
being refinanced elsewhere in much 
larger amounts than our present bal- 
ances. 


Much of this stems from sales but 
some of it comes from the fact that 
the remaining loans, with respect to 
value, are so small that refinancing is 
indicated the moment there is any rea- 
son for the owner to borrow money. 
At present, with 99.5 per cent of our 
loans on an amortized basis, our pay- 
offs, including satisfactions, assignments 
and contract principal reductions, ap- 
proximate 12 per cent per annum, with 
the prospect that this will ultimately 











increase to the point where the average 
life of the portfolio will be about 742 
years. 

I believe that, from a policy-making 
standpoint, it is about time that we 
re-examined this whole question of 
amortization payments. We have 
created a Frankenstein monster which 
will, unless curbed, play havoc with our 
the very near 


mortgage accounts in 


future. 

The amortization policy in all mort- 
gages has created another problem, 
the necessity for alertness in servicing 
policy. In the old interest-only type 
of mortgage, the were not 
unduly large; our borrowers regarded 
them for the most part as a land rent 
payment and thought little of them. 
Now, with larger con- 
stantly reducing principal sum, and the 
practice of many institutions of collect- 
ing for taxes and insurance as well, the 
amounts of these payments are major 
items in the borrower’s budget. 


payments 


payments, a 


Be Firm in Servicing 

Our servicing policies must, there- 
fore, be entirely revised to meet these 
new conditions. The policy must be 
clear-cut and rigid in its insistence on 
the borrower meeting his obligation as 
it comes due. We can take a leaf from 
the operations manual of any of the 
small loan companies in this regard. 
More money has been lost in the past 
through a lack of a vigorous collection 
policy and through the attitudes of 
executive management toward delin- 
quency in the mortgage account than 
through any other cause in the savings 
bank field. Some of these losses have 
stemmed from internal inertia in man- 
agement and from a desire to temporize 
with a bad situation from the viewpoint 
of public relations; but many, many 
more of them have come from a lack 
of knowledge of the real estate business. 
Do not ever forget that the moment 
a bank made its first real estate loan, 
it went into the real estate business. 
No savings banker or other lender on 
mortgage security can know too much 
about the real estate business and about 
the fundamentals of value, land eco- 
nomics, land utilization, and the eco- 
nomic forces which create or destroy 
values in real property. 

Another part of policy which must 


be constantly carried in the forefront of 


2 





business. For instance— 


amortization schedule.” 


indefensible, if it is not now.” 





Mr. True is vice president and mortgage officer of The Lincoln Sav- 
ings Bank in Brooklyn, a member of the MBA board of governors and 
was chairman of our convention committee this year. In this piece he 
has the savings banker primarily in mind but makes some provocative 
observations that are sure to stimulate your thinking about the mortgage 


“From a policy-making standpoint, it is about time that we re-ex- 
amined this whole question of amortization payments. We have created 
a Frankenstein monster which will, unless curbed, play havoc with our 
mortgage accounts in the near future .. .” 

“T am giving serious consideration to writing some of our loans on 
a 10-year maturity and basing our payments on a 15-year to 18-year 


“Many lending institutions will not lend now on dwelling properties 
20 to 25 years old. This policy, as time passes, will become completely 


“In any inflationary period, the mortgage banker is faced with the 
problem of how far he may safely follow the inflationary market upward. 
... The gauging of this point is the prime headache for every policy- 
making executive in the mortgage business . . .” 
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the minds of top management is the 
necessity of knowing what your invest- 
ment costs are in the matter of mort- 
gages. There is a constant necessity 
to review procedures in all departments 
of the business, eliminating unnecessary 
steps and duplicate records, watching 
letters written to be sure that printed 
forms cannot be used as well, and, 
above all, being sure that all records 
kept are worth what they cost to keep. 


Cut Corners Where Possible 

In our own Bank, we have just elimi- 
nated the returning of receipts for 
mortgage payments, substituting a 
yearly statement for them and telling 
our borrowers that their cancelled 
checks were their receipts. This one 
item has resulted in a postage saving 
of $4,000 per year, without considera- 
tion of clerical time necessary to com- 
plete the operation. 


In years gone by, at least in our own 
territory, our mortgages made 
with relatively short maturities. A 
three-year mortgage was common, a 
five-year more popular and a ten-year 
very rarely. I believe that we should 
shorten the present pattern where many 
of us have gone to the other extreme 
and are writing fifteen to twenty-five 
year mortgages and taking on some 
government-guaranteed obligations with 
maturities up to thirty-two years and 


were 
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more. There is a very real virtue in the 
ability of the lender to take a second 
look at his security. True, this look 
may come at a time when the loan 
could not be refinanced elsewhere, but 
he can at least measure his risk again 
and, either through accelerated amorti- 
zation or through refinancing, do some- 
thing about his potential losses before 
they get away from him. I am giving 
serious consideration to writing some of 
our loans on a ten-year maturity and 
basing our payments on a fifteen to 
eighteen-year amortization schedule. 
Amortization is not an unmixed bless- 
ing, particularly in a market where 
there are not enough good mortgages 
to go around. 

I think that there is another situation 
arising which will cause many of us to 
abandon some of our present policies. 
Many lending institutions will not now 
lend on dwelling properties which are 
twenty or twenty-five years old. This 
policy, as time passes, will be com- 
pletely indefensible, if it is not now. 
We must learn to study our neighbor- 
hoods, their amenities, the effective age 
of these properties in terms of what has 
been done to modernize them, etc., and 
then make our decisions as to the 
amounts which can be safely loaned. If 
there is any single generalization which 
I feel that I can make about the mort- 
gage business, it is that there is a loan, 
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in an amount, that can be safely made 
on any property which, through its use 
or exhaustion, is capable of throwing 
off a sustained income stream. It may 
not be a 6534 per cent loan; it may be 
only a 10 per cent loan; but there is 
a loan in such a property which can 
be safely made, if all factors of the loan 
pattern are analyzed. 


Biggest Headache of All 
In conclusion I should like to 
state some fundamentals of our business 
as they apply to what I have said here- 


re- 


tofore. 

First, any successful mortgage insti- 
tution must rest much of its policy and 
practice on sound, competent appraisal 
procedure. No portfolio can be any 
better than the judgment of the ap- 
praisers who were responsible for the 
selection of the loans to be made. 


Second, good mortgage practice dic- 
tates that good servicing is a pre-requi- 
site of successful portfolio management. 
The best portfolio can be ruined and 
can become the source of unnecessary 
losses, unless properly and adequately 
serviced. The alert servicing organiza- 
tion will be there first when money is 
available and will see that its share of 
the income is received to satisfy its debt. 

Third, the territory in which it is 
proposed to loan should be under con- 
stant scrutiny. Changes do not take 
place overnight but gradually. Factors 
to be watched are transportation 
changes, undesirable racial elements 
entering a new territory for the first 
time, obsolescence of buildings without 
repair and modernization, the intrusion 
into residential neighborhoods of indus- 
try or other nonconforming use. With 
respect to new territory opened up for 
housing, I do not like to loan in such 
territory in the absence of strict build- 
ing restrictions or adequate zoning, un- 
til at least 40 per cent of the lots in 
the area are built or under develop- 
ment. It takes about this much build- 
ing to set the character of any given 
area. 

Fourth, in any inflationary period, 
such as the present, the mortgage 
banker who is expected to loan in such 
a market is faced with a number of 
problems which must become part and 
parcel of his policy, such as how far 
he may safely follow an inflationary 
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market upward, for how long a period 
should he loan, at what rate and how 
fast he should try to get his money 
back. 

There is a point, history tells us, to 
which he can go in following such a 
rise. At this point, if he is wise he 
will stop and he will probably have 
only a normal amount of trouble and 
foreclosure. If he passes this point, his 
troubles mount in almost geometrical 
progression. 

The gauging of this point is the 
prime headache for every policy-mak- 
ing executive in the mortgage business. 
On the rise, beyond the point at which 
he refuses to follow the market, he sits 
in his office doing little, if any, busi- 
ness and cursing his own timidity. 
There is much satisfaction later if his 
judgment be vindicated, but I doubt 


sometimes if even this satisfaction is 
full compensation for the headache and 
heartache of the earlier period. His- 
torically, we are at about the apex of 
another boom in real estate. There 
would appear only one way to go from 
here, that would be down. How far 
down we go depends, to some extent, 
on our policies in the servicing of our 
investments. - Much more will depend 
on the wisdom of our collective lend- 
ing policies of the next few years and 
the extent to which we have involved 
ourselves in trouble by our lending in 
the immediate past. 

We have bought some trouble, of 
that there can be no doubt. How much 
we have bought will depend on how 
good and how flexible our lending 
policies have been in this rising mar- 
ket period. As for myself, I believe the 
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November 15, Los Angeles 


November 16, San Francisco 
President 
California 

November 18, 
President 
mortgage 

November 19, 
President 
Mortgage 

November 22, 
President 
Mortgage Men’s Association. 

November 29-30, Chicago 


Portland 
Nielsen 
men. 

Seattle 
Nielsen 
Bankers Association. 


Spokane | 


Drake Hotel. 
January, New York 


February 24-25, Chicago 
April 4-5, New York 
May 20, Chicago 

June 20-25, Chicago 


September 18, Chicago 





MBA Calendar of Events —1948-49 


President Nielsen and Washington Counsel Neel address Southern 
California Mortgage Bankers Association. 


Nielsen and Washington Counsel Neel address Northern 
Mortgage Bankers Association. 


and Washington Counsel Neel address Portland 
and Washington Counsel Neel address Seattle 
Nielsen and Washington Counsel Neel address Spokane 
Meeting of MBA executive committee and all committee chairmen, 


MBA-NYU senior executives course. 

First 1949 Regional Clinic, Drake Hotel. 

Second 1949 Regional Clinic, Hotel Commodore. 

Spring Board of Governors Meeting, Drake Hotel. 
MBA-Northwestern University Mortgage Banking Seminar. 
Board of Governors meeting, Palmer House. 


September 19, 20 and 21, Chicago 
36th Annual MBA Convention, Palmer House. 
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HAS PEGGING U. S. BONDS BEEN WISE? 





NO 


says 
THOMAS I. PARKINSON 


President, The Equitable Life 
Assurance Society of the U.S. 


ANKS all over the country have 
been making real estate loans 
which they ought not to make with 


newly-created deposits. The banks have 
been making farm loans for long-terms 
which they ought not to make, and 
which they would not make if they 
were not depending on the continuance 
of Federal Reserve support of the bond 
market and other unsound fiscal and 
monetary policies which have been en- 
forced and are enforced in this country. 

I don’t think that bankers and life 
insurance men ought to go on depend- 
ing on unsound public policies to pull 
us through the problems of the future. 

What is the difference between the 
principal of your investment going 
down to 70, 60 and 50, and the pur- 
chasing value of that in which it is 
payable going down to 60, 50 and 40? 
This process of getting reserves from 
the Federal Reserve Banks and using 
them to make the kind of loan I have 
described is another contributing factor 
in the increase in the money supply 
which has gone on during the last 2% 


years. 
Representatives of the Federal Re- 
serve Board say there has been no 


expansion in reserve bank credit. 


Well, if you take the figures of 2% 
years ago and apply them against the 
figures of today, there is no increase. 
But if there hadn’t been an expansion 
of reserve credit in the intervening 
time, that reduction of $40 billion in 
marketable government bonds would 
have been accompanied by a decrease 
in the money supply during a period 
that we have enjoyed, if that is the 
right word, an increase of $20 billion. 

We have washed out the effect of 
government reduction of its debt by 
the creation of bank deposits through 
the importation of gold, through the 
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buying of gold—-I don’t care where it 
came from —and through new loans, 
new purchases of assets under this un- 
sound policy of the Federal Reserve 
Board continuing to take government 
bonds into the banking system at a fixed 
price. 

It is quite true that whether the 
Federal Reserve Bank takes them from 
the life insurance company, or from a 
bank, makes no difference. In each in- 
stance, the bank gets increased reserves 
with which to increase deposits and the 
money supply. 


We have inflation. It is because we 
have inflation that these hidden taxes 
and high cost of living, and this hidden 
repudiation and reduction of the real 
value of securities payable in money 
exist. That inflation has proceeded to 
an important point and threatens to 
advance still farther. 

By inflation, I mean the great in- 
crease in the supply of money. 


I say we don’t need support. We 
don’t need support unless we want to 
take the proceeds and invest them in 
a higher coupon investment, and that, 
I submit, is not support. That is in- 
dulgence, and neither the banks nor 
the life insurance companies, nor any 
other holder of government bonds 
should, in this day of excessive money 
supply, be guaranteed the right to hand 
in their government bonds at a fixed 
price with a certain increase in that 
already excessive money supply. 

It is all right to watch the market, 
but it is not all right to peg it at a 
price that encourages bond holders to 
dump their bonds on the federal re- 
serve any time they want to and put 
the proceeds into something that will 
earn them more. 


We have got to stop this method 
of buying gold with that foolish addi- 
tion to our money supply as a result 
of it. 


We have got to stop this monetiza- 
tion of government debt, whether 
through sales of life insurance com- 
panies or banks, with the result of fur- 
ther increases in our money supply. 

We have our financial 


got to get 
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and monetary system and procedures in 
order. 

The first thing that we ought to do 
is to reduce government spending not 
only so that we will have a balanced 
budget, but so that we will know it 
is within our resources to pay. We 
must stop making appropriations of 
public money until we know where 
the money to pay for them is coming 
from. 

But, mind you, neither a balanced 
budget, nor even going back on the 
gold standard, would remedy what I 
have pointed out. We have invented, 
set up, and have in full operation, the 
greatest printing press that has ever 
been developed in human civilization. 
I say “greatest” because it is as effec- 
tive as any other, and it is camouflaged 
under the respectability of the cloak of 
the Federal Reserve System. It is just 
as effective as an open printing press 
pouring out bank deposits which are 
the principal part of our money supply. 

Believe me, an inflation is not always 
followed by a depression. An inflation 
may be followed by a second inflation 
and that may be followed by a third 
inflation, and that by a fourth, and 
so on, until you are led to to the brink 
of financial ruin. 

The biggest danger the country has 
in front of it today is the collapse of 
its financial structure, bringing as it 
most certainly will, a complete and 
absolute regimentation and domination 
of every interest of every individual in 
this country by the Federal Govern- 
ment. That was never intended. 

It is the absence of that which has 
made America great. It is the absence 
of that which has brought us to the 
position we are in today. 

From this point on, if we want to 
save this country from that kind of 
calamity, we must not only get these 
things in order; we must not only bal- 
ance our budget and avoid excessive 
and unjustifiable public spending, but 
we must make up our minds that our 
future operations, either at home or 
abroad, must be such that we can 
finance them without further expansion 
of bank credit, further expansion of 
bank deposits, further increase in our 
inflated money supply. 
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HAS PEGGING U. S. BONDS BEEN WISE? 





YES 


says 
M. S. SZYMCZAK 


Member, the Board of Governors 
of the Federal Reserve Board 


ONFIDENCE in the stability of 
government security prices is es- 
sential to prevent a possible large vol- 
ume of selling of such securities. Aside 
from any considerations as to increased 
interest cost on the public debt, with- 
drawal of support might well have a 
disastrous impact on our whole finan- 
cial system. 

The Federal Reserve’s support pro- 
gram keeps interest rates stable and at 
the same time gives the banking sys- 
tem access to all the reserves it needs 
with practically no deterrent. The bank- 
ing system even obtains reserves which 
it does not itself seek when the Federal 
Reserve purchases bonds sold by non- 
In recent months, un- 
not- 


bank investors. 
fortunately, non-bank investors 
ably insurance companies—have sold a 
substantial amount of restricted bonds 
to the Federal Reserve System. 

It is true that the Federal 
System would presumably be able to 
curb credit and monetary inflation by 
withdrawing its support of the Govern- 
ment bond market. But this would be 
drastic action, all the major conse- 
quences of which cannot be foreseen. It 
therefore seems more desirable to make 
full use of less drastic measures and to 
legislative methods of 


Reserve 


explore new 
credit control. 

Some additional powers have recently 
been made available to the System 
through the restoration of consumer 
credit controls and the authority to in- 
crease reserve requirements. U'se of 
these powers is possibly exerting some 
moderating influence. In addition, there 
have recently been further increases in 
short-term interest rates and perhaps 
further increases will be needed. The 
rediscount rate has been increased and 
in due course will, if necessary, be in- 
creased again. 

Another remedy which can be tried is 
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enactment of legislation which would 
prevent the ready conversion of gov- 
ernment securities into banking reserves. 
One such proposal which would re- 
strain such conversion by commercial 
banks has been sponsored by the Fed- 
eral Reserve Board. This would give 
the commercial banks an option to hold 
special reserves in cash or in the form 
of short-term government securities. 
Since short-term government securities 
afford reasonable earnings—especially 
as short-term rates increase—the likeli- 
hood is that a large part of bank hold- 
ings of government securities would be 
immobilized. 

Means to prevent the creation of 
reserves through the sale of bonds by 
institutions and other holders outside 
the banking system should also be ex- 
plored and adopted. 

Also, some pressure would be placed 
on the reserve position of commercial 
banks if the Treasury were to draw fur- 
ther on its War Loan accounts and use 
the proceeds to retire debt held by the 
Federal Reserve. 

Proposals for further credit control 
are either pending in Congress or are 
being continuously and seriously studied 
by the Federal Reserve System for 
presentation to Congress. 

But we cannot fight inflation by mon- 
etary means alone. Government fiscal 
policies must continue to provide a 
surplus available for the further retire- 
ment of debt. We must not reduce 
current tax rates. In fact, increases may 
be required in the light of the inter- 
national situation. 

Continued efforts should be made to 
encourage consumers to increase their 
holdings of savings bonds and to avoid 
going into debt. 

Present government policies and leg- 
islation which result in easy mortgage 
financing of real estate purchases and 
in support of farm prices at high levels 
should be reviewed and revised to re- 
duce inflationary pressures. 

State and local governments should 
defer their great construction programs 
wherever possible. 

Business must plan its expenditures 
for plant and equipment in accordance 
with long range considerations, and 


November, 1948 


where possible, hold back on programs 
not clearly necessary now. 

More production and higher indus- 
trial and labor productivity are re- 
quired. 

A more conservative attitude by labor 
wage increases and by business toward 
prices and profits is also essential. 

We must bend every effort to avoid 
speculation in commodities, securities 
and real estate. Present margin require- 
ments set by the Federal Reserve have 
been helpful in preventing widespread 
stock market speculation. 

In summary, all groups—governmem, 
business, labor and consumers—must 
share responsibilities for keeping de- 
mand within the limits of available 
production. 


Since Mr. Parkinson and Mr. Szym- 
czak expressed their views, we have 
had a national election and all indica- 
tions point to a continued policy of 
government support of the bond mar- 
ket. 

Secretary of the Treasury Snyder, 
Reserve Board Chairman McCabe and 
New York Reserve Bank President 
Sproul are known to be the key officials 
who have been in constant consultation 
on the subject. 

It has been pointed out that despite 
this recent increase in holdings, open 
market operations have not become un- 
manageable. The $6.5 billion of re- 
stricted bonds now owned by the Fed- 
eral Reserve are still only one-sixteenth 
of all restricted bonds outstanding. 

It is further noted that five-sixths of 
the restricted bonds are held outside the 
Federal Reserve, indicating that most 
investors have very considerable con- 
fidence in the peg. Otherwise, it is 
argued, they would have sold, taking 
the chance of buying back later to 
realize a capital gain. 

The feeling generally is that there has 
been some nervous selling of bonds by 
individuals and small investors, which 
resulted in the strong downward pres- 
sure on prices. At the same time, it is 
argued that this selling could not have 
amounted to a large portion of the 
investors’ holdings. 











The Election Returns in Terms of Mortgages 


The pattern of our industry may be changed 
considerably as a result of the events of 
November 2; more public housing seems sure. 


AS A RESULT of the wholly unex- 
pected turn of events November 2, 
certain conditions affecting the mort- 
gage business are likely to undergo some 
if any could have 
The 


new 


changes which few 
anticipated before the election. 
most significant seems to be a 
national attitude toward public hous- 
ing. The opinion seems to be rather 
general that the election returns clearly 
reflect the public’s demand for more 
housing, regardless of how it is secured, 
that an appreciable number of people 
are sick of doubling up and that the 
the “to do 
the 


want government 


Since 


voters 
something” about housing. 
President used the housing problem as 
one of his principal campaign argu- 
he almost never failed to men- 


it seems only fair 


ments 
tion it in a speech 
to conclude that the country has given 
him instructions to do something. 

As this is written, he hasn’t said ex- 
actly what he will do and no one in 
authority has spoken for him. He has 
always been a staunch advocate of the 
Taft-Ellender-Wagner bill and it can 
only be assumed that this bill will likely 
be the vehicle he will use to get his 
housing program started. 

Almost as the final votes were being 
counted, Sen. Ellender said that the bill 
would come up for quick consideration 
just as soon as congress convenes. Some 
in congress have been 
considered as representative of the pri- 
vate thinking 
seemed to have had some change of 
mind. Congressman Spence, for in- 
stance, declared that we must get going 
on the solution to the housing problem 


who until now 


enterprise school of 


and that while he was an advocate of 
private enterprise, he felt that nothing 
but get action regard- 
less of how we got it. He will head the 


House banking and currency commit- 


remained now 


we 

Some people in our field have pointed 
out that the die-hard attitude against 
all public housing, which many asso- 
ciations and groups have espoused pre- 
viously, will not be very helpful in the 
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discussions which are ahead. They de- 
clare that the possibility of no further 
expansion of public housing in_ this 
country is so remote now that it war- 
rants no serious discussion. MBA has 
never been included in the group which 
has steadfastly contended that public 
housing would wreck the nation. 
President Nielsen, in his West Coast 
speeches this month, is enunciating a 
sensible reasonable viewpoint which it 
seems mortgage lenders can follow. He 
has told members of the local mortgage 


bankers groups that public housing 
ought to be limited to the low-income 
groups for which private enterprise 


finds it cannot build at this time; and 
that the whole problem ought to be at- 
tacked from the local level because it 
is a local problem. That view, inciden- 
tally, is similar to the viewpoint which 
Dewey would likely have expressed, 
judging from the opinions of his ad- 
visors on housing. 

The second significant result which 
the election returns seem to forecast is 
a continuation of rent control. It may 
not be an entirely correct statement but 
the general impression over the country 
before the election seemed to be that 
some rather drastic action to either end 
or materially relax rent control was 
coming early next year. The voters 
seemed to have had that impression too 

in fact they seem to have reached 
that conclusion in a way few realized 
before the voting began. The political 
experts now say that a great number 
of people voted for the President be- 
cause they believed he would continue 
the controls and they could not be sure 
what Dewey would do. In an election 
with so many precedents upset and so 
many bewildering aspects, some rela- 
tively small developments now loom 
large. For instance, Illinois was a key 
state in the President’s election and 
Chicago was the key to the state. While 
few could have foreseen it at the time, 
it now becomes clear that the Demo- 
crats were the recipients of important 


voting strength because of a develop- 
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ment in the few weeks before the elec- 
tion. 

It happened something like this: 
Apartment owners whose leases expired 
December 31, 1948, received in those 
few weeks, notices saying that on ex- 
piration of the lease their quarters 
would be on a month-to-month basis. 
The Democrats in Chicago now say 
this development was one of their best 
vote-getters. The same must have been 
true all over the country. About all 
anyone can say about rent control at 
this moment is that it will be con- 
tinued; whatever relief property owners 
will get is decidedly up in the air. 

The third significant thing is that the 
pattern of controlled interest rates will 
remain. Probably this would have been 
equally true if the election had gone 
the other way but it seems a sure thing 
now. 


One somewhat disquieting result of 
the election has been the statements of 
a number of newly-elected congressmen 
echoing the statement of Sen. Mc- 
Carthy of Wisconsin at our New York 
convention. These run something like 
this “if veterans can’t get loans, the 
government should lend them the 
money.” Direct government lending 
seems entirely out of the question but 
certainly the possibility of it should not 
be dismissed outright as probably most 
of us did dismiss it when we heard it 
suggested in New York. 

A calm considered reflection of the 
election returns on a broad over-all 
basis should, it seems to us, cause no 
mortgage lender to fear for the future 
of his business. The problems of the 
moment will be resolved and the pri- 
vate mortgage lender will continue to 
do business. Certainly he has never 
been in a better position to serve the 
borrower. His service is good, his place 
in our economy was never more neces- 
sary. The outlook for serving the public 
on a continually expanding basis is 
favorable. This is no time for a lender 
to feel discouraged. 
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We Weren’t Laughing 

While the rest of the country was 
laughing at the polls and the prema- 
turely-published magazines and news- 
papers which were talking about what 
“President” Dewey would do, there was 
one person who wasn’t. It was your 
editor because he too was caught flat- 
footed. His predicament wasn’t as bad 
as that of the Wall Street Journal 
which, on election day, made its lead 
story a review of what could be ex- 
pected from “President” Dewey. It 
wasn’t as bad as that of the Kiplinger 
Magazine which devoted its November 
issue entirely to the new administra- 
tion’s program—-MBA’s national office 
received its copy four days after the 
votes were counted. 

But our predicament was bad enough. 
For this issue of THe Mortcace 
BANKER we had secured an exclusive 
article outlining what we _ believed 
would be the housing policies of “Pres- 
ident” Dewey written by one of his 
inner circle. The type was set, cuts 
were made and all that was necessary 
was to give the word to go to press. 
The rest needs no explanation. 


FHA and VA Look Ahead 


The federal government, with ap- 
proximately 1,000 foreclosed homes up 
for sale, has developed elaborate prop- 
erty-disposal plans for activation if a 
“softening” real estate market should 
cause the loan-insurance agencies to be- 
come more heavily involved. 
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About 800 properties are owned by 
FHA, acquired as a result of the pay- 
ment of insurance claims on defaulted 
mortgages. The VA has on hand about 
200 properties, remaining from approxi- 
mately 400, which have been acquired 
since the beginning of the loan-guaranty 
program. 

FHA’s properties were virtually all 
financed originally under Section 603. 
These are one to four-family homes, 
mostly built during the war, near pro- 
duction plants. Commissioner Richards 
réported that up to June 1, last, 5,386 
properties acquired under Section 603 
had been disposed of, at a net loss of 
$1,301,887 to the War Housing Insur- 
ance Fund. 

The commissioner said FHA was in 
no hurry to sell the remaining proper- 
ties, which include those hardest hit 
by the closing of war plants. He cited 
that in past instances, FHA was able 
to sell such parcels on fairly favorable 
terms after waiting for the community 
to revive its economic life through the 
establishment of new industries. 

He listed three major aims which 
FHA has adopted in its post-war pro- 
gram. These are: 

i. oe 


ownership. 


the ideal of home 


advance 
2. To improve building standards. 
3. To so play its part in the real 
estate market as to avoid causing and 
to help arrest a downturn of values. 
The VA does not specifically ac- 
knowledge any of the FHA aims. As 
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MORTGAGE LOAN MAN AVAILABLE 

Executive officer in complete charge mortgage com- 
pany and general insurance subsidiary for over 22 
years desires permanent position with mortgage com- 

ny or bank. Experienced all phases residential 
vont hg origination, processing, closing and servicing. 
Broad knowledge FHA, VA and conventional loans, 
real estate, sales and title insurance. Complete back- 
ground of experience on request. Prefers New Jersey, 
but will go elsewhere. Write Box 171, Mortgage 
Bankers Association of America, 111 West Washing- 
ton St., Chicago. 


GOVERNMENT MAN AVAILABLE 

Twenty years’ commercial banking experience, of 
which 5 years with Chicago, Detroit and Lansing, 
Mich., banks. Formerly bank examiner for FDIC 
and held responsible position with HO Now with 
VA as loan guaranty agent. For more details, write 
Box 172, Mortgage Bankers Association of America, 
111 West Washington St., Chicago. 


MORTGAGE MAN AVAILABLE 

Fifteen years’ experience making and servicing all 
types city loans. Single, 36 years old, presently em- 
ployed but seeking new connection with better oppor- 
tunity. Will accept position life company, bank or 
mortgage broker. Write Box 173, Mortgage Bankers 
Association of America, 111 West Washington St., 
Chicago. 
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to property disposal policies, VA limits 
itself to a promise not to “dump” 
properties into a falling market. 

Both FHA and VA have made ex- 
tensive studies of the experience of the 
HOLC in the disposal of foreclosed 
properties. HOLC experience may not 
contain all the answers of course. 
HOLC operated on the upward side 
of the curve, while the present-day 
prospect is more: likely for operation 
on the down side. 

VA officials said the “mobilization 
plan” for property disposal in volume 
was prepared last year. It was empha- 
sized that the existence of the plan was 
in no way a prediction that VA would 
become heavily involved in liquidations. 

FHA’s property management history 
to June 1, shows a total net loss of 
approximately $4,000,000 in its prop- 
erty disposal operations. Commissioner 
Richards said this loss was more than 
offset by the receipt of prepayment 
premiums of more than $10,000,000 on 
mortgages which were paid in full be- 
fore maturity. 

Among small-home mortgages insured 
under Section 203, FHA sold all but 
one of the 4,068 properties for a total 
of $17,906,000 taking a 13 per cent 


loss. 


Secondary Market 

Achievement of a secondary market 
for mortgages without any “creative 
or incentive effort on the part of the 
Government” is a possibility, Miles L. 
Colean, Washington, D. C., housing 
consultant, told the United States Sav- 
ings and Loan League’s convention 
delegates. 

Colean said one of the problems of 
the moment is the “growing tendency 
to consider that credit should be of- 
fered on the basis of welfare so that 
special manipulation of the mortgage 
interest rate and terms of amortization 
is invited.” 

“A genuine secondary market has 
never existed because as an instrument 
of financial trading a mortgage is most 
unsatisfactory,” he said. “There is pri- 
mary need for such a market, however, 
because capital, though fluid, is often 
highly concentrated in a few places 
and inadequate in others, while real 
property is fixed and widely dispersed. 


- 








Che mortgage in its ordinary form is 
simply not suited for circulation beyond 
those who can readily become familiar 
with the details of the individual case. 

“"s @ different 
ways and subject to 49 separate bodies 
of legislation when it comes to fore- 
title. If these dis- 
advantages were removed and no new 


made in numerous 


closure and basic 
ones added, a private secondary mar- 
ket would be a normal and inevitable 
development. 

“Mainly what is needed to bring this 
about are: a commonly accepted body 
of appraisal standards; a uniform 
method of foreclosure, and, as a corol- 
lary, uniform procedures as to title and 
mechanic’s and an interest 
that is allowed to move freely with 


lien, rate 
interest rates in general. 

“The cure may be easier to prescribe 
than to effectuate. First, any effort to 
reach an agreement on appraisal stand- 
ards would be likely to meet with some 
difficulties the anti-trust 
Second, the achievement of a uniform 
type mortgage foreclosure act appears 
beyond our legal and legislative genius 


from laws. 


so far it has appeared to be. 
“The third difficulty 


rates 


that of interest 
is deeply affected by currently 
widely held social and political philoso- 
phies. I believe, however, that it can 
be overcome only by a strong reasser- 
tion of the place of interest rates as a 
control mechanism in the financial 
market. 

“It is largely because we have failed 
in the past to get to the root of our 
problems and laboriously dig out our 
difficulties instead we have 
preferred to take the easier route of 
Government aides and compensations 

that our private mortgage institutions 
have steadily lost independence of posi- 
tion. 


bec ause, 


It is late to undertake to regain 
lost ground, but not too late if we have 
the will to do it.” 


Hump Over in G.I. Needs 

Right now, when the future of the 
G.I. loan market is much in lenders’ 
minds, T. B. King, director of the VA 
loan guarantee service, believes that 
“the most urgent period of the vet- 
erans’ housing needs is past. 

“I do not say that the veteran’s shel- 
ter problem—or his housing problem- 
is solved, but undoubtedly the frantic 
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People and Events 


Dewey Newcoms, previously asso- 
ciated with the mortgage departments 
of two life insurance companies, has 
been elected president of Nickels and 
Smith Co., Minneapolis, succeeding 
Arthur M. Campbell who died recently. 
Nickels and Smith Co. is one of the 
older and larger mortgage banking 
firms in Minneapolis. Their loan con- 
nections include Acacia, Metropolitan 
and Minnesota Mutual Life. 


Dr. G. Row.anp COoLtins, director 
of MBA’s’ New York University course 
for senior executives, has been ap- 
pointed dean of NYU School of Com- 
merce and acting director of the Uni- 
versity’s Institute of International 
Finance. Dean Collins has served as act- 
ing dean since the death of Dean John 
T. Madden last July. He will continue 
as dean of the University’s Graduate 
School of Business Administration, 
which he has headed since 1943. Dean 
Collins is also a director of Manhattan 
Life Insurance Co. and consulting econ- 
omist for Dade Aircraft Corp. 


Rosert E. NELson, assistant secre- 
tary of the Washington Mutual Savings 
Bank, has been elected president of the 
Seattle Mortgage Bankers Association. 

Elected vice president was Frank W. 
Nolan, assistant trust officer of the 
National Bank of Commerce, and 
James W. Rice of the Northern Life 
Insurance Company’s mortgage loan 
department was elected secretary-treas- 
urer. 

Newly-elected trustees are Clifford C. 
Olson, assistant manager of the Pacific 
First Federal Savings & Loan Associa- 
tion; Don F. Hedlund, vice president 
of Carroll, Hillman & Hedlund, Inc., 
and Boland Wilson, treasurer of Citi- 
zens Federal Savings & Loan Associa- 
tion. 


stage of unparalleled mass demand has 
softened. 

“We are now witnessing the end of 
the first chapter in the history of the 
G.I. loan program. During the few 
short years which that first chapter 
chronicled, the predominant theme was 
urgency.” 
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W. Water WILLIAMS, past president 
of MBA and newly-elected chairman 
of the Committee for Economic De- 
velopment, addressed the Sales Execu- 
tives Club in New York not long ago. 
Speaking to the sales executives, Wil- 
liams said: 

“There is need in our present eco- 
nomic situation for credit restrictions 
and decreased spending in certain areas. 
Inflation not only affects our domestic 
economy but extends to the foreign 
field as well. The buying power of 
Great Britain’s loan, for example, di- 
minished because of inflated prices. 
European nations fear to tie their econ- 
omy to ours because of our ‘boom and 
bust’ history. 

“We must arm effectively, but this 
program has serious implications. No 
one knows what the cost of rearmament 
will be, but some have estimated it at 
$30,000,000,000. What effect will that 
have on our tax structure? Will we 
be faced with deficit financing? There 
is also a question of what will happen 
to our freedom if we live in a garrison 
state.” 


Briefs: Thomas Grace and George 
P. Eveslage spoke on the Lustron pre- 
fabricated house at the recent Cincin- 
nati MBA meeting . . . in Memphis, 
members of the local MBA held their 
annual dinner and, as J. Bayard Boyle, 
president, put it, “no time was wasted 
on real estate loans.” 

Joseph R. Jones, vice president, Se- 
curity-First National Bank of Los 
Angeles, spoke on current real estate 
trends before the Los Angeles AIB not 
long ago . . . and Frank Strubbe, presi- 
dent of the Greater Miami MBA, ad- 
dressed the Southwest Real Estate 
Brokers Association recently on mort- 
gage trends. 


TIME FOR A CLOSE LOOK 
AT OUR BUSINESS 


(Continued from page 3) 

time has come to slow down on some 
types of new construction, take stock 
of our situation, re-examine our policies 
and prepare to chart new courses. I 
will venture a final prediction—we are 
over the crest of values and they will 
recede in almost all categories of real 
estate in the very near future. 
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